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Econom_;c Overview |/ ;’ / T
'L In 2002, the: Mexxcan economy recovered shghtly, w1th a 0 9% growth of the Gross Domesnc Product standmg at Ps$6 153 . \\-z: _
q} billion constant pesos at year end. , e — - T "\ \ }

}~ However, the GDP was lower than
. forecast at the end of 2001, affected
" by external factors, like the

Relevant Financial Figures °

uncertainty related to the global Gop

economy growth. v lNPC 2%

M Do”cr

The weakness of the economy " Cetes

impactcd on jOb- gcncration which " Annual overcge

fell below estimates for the year. In
2002, the total number of insured .

in the Mexican Social SecuritiInstitute rose by approximately 386 thousand individuals.. The General Unemployment Rate rose
during the vear from 2.4 reflected in 2001 to 2.7 at the end of 2002.

The exchange rate inereased by approximately 14% during the vear the quotation at vear end was 1044 Direet foreign investments
diminished by 46% 1 comparison with the previous vear, The deficit in the current account stood ar USS14 billion 58 million,
representing approximately 0.6% of the GDP : . &

The trade balance registered a deficit of USS$7 billion 997 million, a 19:7% reduction in respect to the 2001 deficit. This
reduction is explained by oil prices, low cconomic growth and the level of the exchange rate,.which made Mexican products more
competitive in international markets and imported products more expensive in the domestic market.

In 2002 the Banco de Mexico maintained its monetary policy of controlling inflation. The use of the “short” to restrict liquidity co
of the ecconomy helped to reduce inflationary expecrations. At year end 2002, the “short” was Ps$475 million. )

The National Consumers Price Index rose by 5.7% in 2002, 120 basis points higher than the figure forecast by the Banco de
México ar the end of 2001, and 130 basis pomts higher than the inflation registered in 2001. The depreciation of the peso and
the rise in contractual salaries were two of the fa :tors that contributed to the higher inflation rate.

[
/ ) .

!

The CETE:s rate at 28 days, Wthh is taken as th : reference rate in Mexico, held at an average level of 7.08% in 2002, 418 basis
points lower than the rate rcglstered during the yrevious year. Interest rates reflected a stable trend throughout the year; CETEs
reached their historical minimum in April and/c osed the year at 6.98%, barely 10 basis points below the annual average.

The year 2002 was a difficult one for Mexico. I1' years to come, the country must consolidate the macro economic stability it has

achieved, maintaining sound public finances; iowever, internal mechanisms must be found which will allow for stimulating
economic growth and the generation of more ;obs.
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Once the spmﬂff of Carso Global Telecom (Tclecom) was audlonzxcd,\and América Telecom (Amtcl) was cstabhshcd asanew
Mexican corporation, the pnncxpal investment of Telecom was conccntrated | primarily in Telmcx rcpresentmg 99% of its assets.
Starting in May 2002, in accordancé with a rcsoluuon of the St\ockholdcrs Mcctmg held in X —
November 2001 authorizing a spin-off;-the group proceedcd to distribute cach share that
had been issued by Amtel, the new company. The sharcholdcrs of Carso Global Telecom
received one share of the paid in capltal stock of Amtel for each share of capltal stock of
Telecom against surrender of the outstand'ng stocks in their posscssnon I’ the case of the
shares deposited with S.D. Tndeval;'S:A: de C.V, Insntucxon para el Dcp6s1to de ‘Valorcs, g
this right was exercised in accordance with apphcable lcgal and administrative prov1sxons :

s -

Non Consolidated Debt \_//
Short Term 12,0631
At December 2002, the interest of Carso Global Telécom in Telmex was 4billion 169 mllhon « lowgTern 8 ,‘;i‘;‘;g

shares, represented by 3 billion series AA shares, or 72.53% of said sharcs 46 million scncs | '
A shares, or 15.91%, and 1 billion 123 mullion series L shares which represented 13.45%.
Jointly, Telecom reported a 32.63% partcipation in all the outstanding shares of Telmex.

The operating results of Carso Global Telecom diminished slightly in comparison with 2001, affected by slov. economic growth
during the vear; morcover, telephonic rates remained unchanged. Telecom reported consolidated sales of Ps$112 billion 860
million, a2 3.8% decline in comparison with 2001. Operanng profit stood at Ps339 billion 804 mullion. 11.7% below the
operating profit reported the previous year. ‘

P

At the unconsolidated level, Telecom reported a total debt of Ps$16 bllhon 457 million and caigmd securities in the amount of
Ps$432 million, resulting in a net debt of Ps$16 billion 26 million | pcsos an 8.7% i mcrcase over the close of 2001. The debt is
composed of 26.7% long term debt and 53.8% denominated in foreign' currency. The ugconsohdated cash flc w of the company,
consisting basically of Telmex dividends and subsidiaries’ administration fecs, totaled I’S$2 billion 461 millicn.

In 2002, the National Banking and Securities Comrmssxon authorized a program of stock market certificatcs up o $ 7 billion
pesos. Said program has been designed under a strategy in Wthh one or several issues may coexist w1th cifferent placement
characteristics for each one of them. Each issue carried out by Telecom will have i its own placement charactei istics insofar as the

amount, term and interest rate are concerned. In August 2002, Ps$1 billion were. 1ssucd under, thxs program

Global Telecom
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The total number of lm@e in scrv1cc at December 2002 was 14,446,436,
an annual 1 mcrcasc of 8.0%. On an accumulated basxs gains for the..

Consolidoted . —
Resvlts 2001 2002 , year were 1,074,857 lines. In the last twelve months, the lines with at

Soles 117366.22 112,859.72 :
. Operating Income 4500348 3980394 least one /_c_ilgltal. service grew by 36.1%, to total 4,365,695. The
VEBTDA T 8333598 3057164 foregoing signifies « penetration of digital services in 30.2% of all

lines, 6.2% more than in 2001.

Total traffic of local calls during the year were 25 billion 678 million, 0.4% high.:r than the previous year. Interconnection traffic,
ctlected with the various operators of telecommunication services rose to 21 billion 651 million minutcs during the period,

12.1% over the volume registered a year ago.

.%5g distance

5 N

14 billion 347 million minutes of national long distance were registered, 0.7% higher than the number registered in 2001. On
the other hand, international long distance traffic demonstrate a positive trend cue, basically, to the increase of in-coming traffic,
favored by the lower price of hook-up rates. International long distance trafﬁ« accumulated a volume of 4 billion 922 million

minutes during the year, 11.7% higher than 2001.
LOiG

In the corporate market, 446,898 equivalent lines for dara transmission were a ided, totaling 2,020,792, a 28.4% increase over

the previous year.

a P

Regarding Internet access service, 252,274 accounts were added; at the close of 2002, TELMEX had 1,165,401 internet access

accounts in operation, 27.6% more than in 2001.

Annual Report 2002 / 3
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Total revenue in the second quarter decreased by 3.8% in comparison with the same quarter of 2001 as a result, among other
things., of a contraction of growth of traffic rhythm, which is consistent with the behavior of the economy in general, and the

rate reduction in real terms.

- ‘ B Operating costs and cxpenses rose .

Carso Global Telecom’s Positio;oigl'lelmex . P by 1.3% comparcd with 2001. If _

Mhbces T MMA % intcrconnection costs, which grew

30 697 3000 7233 by 10.7% in 2002, as well as |/

46 1591 depreciation and amortization !

during the period are climinated, i

Torol P ¥ 4133 total operating costs reflect a 3.4% i
' annual decline in respect to 2001 y

The foregoing results from an 8.7%
reductic n of commercial, administrative and general costs during the year. Morceover, cost of sales and services increased by only

0.4% di.ring the period.

Operating flow (EBITDA) diminished by 6.4% in the vear, reaching Ps$59 billion 185 million in 2002, Operaring profit during
the peri »d was Ps$39 billion 617 nullion, a 12.0% drop compared with 2001,
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:;,Re.porf of the Audit Committee

Mexico, Federal District, April 15, 2003 e

-

To the Board of Director of Carso Global Telecom, S.A. de C.V. EPRUR

To the members of the board:

. Pursuant to section Fifth of Article 14 bis 3 of the Securities Market Law, and the recommendations contained in‘the Code of - ;
-Best Corporate Practices, on behalf of the Auditing Committee of Carso Global Telecom., S.A. de C.V. (the “Compan')?"), we™ :
. hercby inform you of the activities performed by the Company’s Auditing Commitree during the fiscal period ended December,

31, 2002.

Company Management is responsible for issuing the financial statements on the basis of accounting principles generally accepted
in Mexico, for timely and adequately preparing the financial information and all other information to be released to the securities
market, and for implementing internal control systems. The Auditing Committee has reviewed, on behalf of the Board of
Dircctors, the audited consolidared financial statements of the Company and its subsidiaries at December 31, 2002. Said review

included 21 analysis and approval of the accounting policies, procedures and practices of the Company.
During the fiscal vear under study, the Auditing Commitree performed the following activiries:

A} Various actions were analvzed and a recommendations made to the Board of Directors regarding candidates for the Company’s

extermal auditors, including the scope of their powers and obligations and conditions for retaining them, in order to conduct

A accounnng audst of the Company

B Wenmterviewed the external auditors of the Company in order to verity that they satisfied the independence and personnel

WERLVEr Teguirements.

¢) Together with the Company’s external auditors, we reviewed the analysis and comments made during the audit, as well as the
procedures followed and their scope, ensuring that they will be conducted with the greatest possible objectivity and that the
~

~

financial information will be uscful, timely and trustworthy.
dj We collaborated in the supervision of compliance with auditing contracts, as well as in the evaluation of the results.

¢ A recommendation was made to the Board of Directors regarding the bases for preparing and releasing the Company’s

financial information, as well as general internal control guidelines. ' :

f) We revie ved the Company’s financial statements at December 31, 2002, the auditor’s report as well as accounting policies
used in ; reparing the financial statements. After hearing the opinions of the external auditors, who are responsible for
expressir 2 their opinion on the rationality of the financial statements and their adherence to accounting principles generally
accepted in Mexico, a recommendation was made to the Board of Directors to approve them so that said financial statements
can be sbmitted to the Annual Regular Sharcholders Meeting of the Company. |

Annual Report 2002 / 5
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g) Various transactions with affiliates were reviewed and analyzed.

h) We reviewed and analyzed the report of the Board of Directors regarding the corporate situation of the Company, including

a review of the Company’s legal documentation.

i} In performing our activities, we were supported by the information, procedures and controls established by Teléfonos de
México, S.A. de C.V,, the principal subsidiary of the Company. '

The foregoing is -0 satisfy the requirements of the Securities Market Law and any other obligations that have or may be assigned
to this Auditing -Zommirtee by the Board of Directors of the Company.

“

Very Truly Yours

Jose Kaurt Hartush

Charrman of the Auditmg Commiee

‘obol Telecom
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Statutory Auditors
C.1C. Alberto Tiburcio Celorio
."};ecrefory

Fac. Rafacl Robles Miaja

Mancera S.C.

Frank, Galicia y Robles, §.C.
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| Board of Directors
Position Years as
Board Member
Board Members )
Ing. Carlos Slim Hela COB - Six
1iv. Carlos Slim Domit Vicechairman - Six
Ing. Jaime Chico Pardo Vicechairman Six
Ing. Claudio X. Gonzalez Lap »rte COB - Kimberly Clark de México Six
| . Jond Rurt Harfush COB - Janel Six
.1 Juan Antonio Pérez Simd Vicechairman - Teléfonos de México Six
o Bt Bledorn

Fic Artro Ehas Avab Straregic Alhances, Communicanion and Institunional

Relations Director — Teléfonos de México Six
C.I Humberto Gutierrez-Olve: a Zubizarrera CEQO - Grupo Cars; . Six
Lic. Daniel Hajj Aboumrad CEO - América Mévil Six
Lac Mareo Antonio Slim Dom ' COB - Grupo Financiero Inbursa Six
Lic. Patrick Stim Domit Mass Market Director - Teléfonos de México Six
Lic. Eduardo Valdés Acra COB - Banco Inbursa » St‘
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Report of Independent Auditors :

Mexico City, March 10, 2003

To the Stockholdcrs'of
Carso Global Telecom, S.A. de C.V.

We have audited the accompanying consolidated balance sheets of Carso Global Telecom, S.A. de C.V. and subsidiaries as of
December 31, 2002 and 2001, and the related consolidated statements of income, changes in stockholders’ equity and changes in
financial position for each of the years then ended. These financial statements are the responsibility of the Company’s management.

Qur responsibility is to express an opinion on these financial statements based on our audits.
) P

We conducted our audits in accordance with auditing standards generally accepted in Mexico. Those standards require that we
plan and perform the audit - obtain reasonable assurance about whether the financial statements are free of material misstatement
and arc prepared in conformity with accounting principles generally accepted in Mexico. An audit includes examining, on a test
basis, evidence supporning the amounts and the disclosures in the financial statements. An audit also includes assessing the
accounting principles used 1nd the significant estimates made by management, as well as evaluating the overall financial statement

rescntatton. We behieve tiat our audits provide a reasonable basis for our opinion.
P

In our opinion, the financi~ statements referred ro above present fairly, in all marerial respects, the consolidated financial position
of Carso Global Telecom, 3.A. de C.V. and subsidiaries at December 31, 2002 and 2001, and the consolidated resules of their
operations, changes i their stockholders” equiny and changes intheir financial posirion cach of the vears then ended, i conformity

with acconntng prndples generall aceepred in Mevicn,

Mancera, S.C.
A Member Practic ¢ of
Ernst & Young G.obal

C.PC. Fernando Espinosa Lopez

/ Carso Giobol Telecom
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Report of Staturory Auditor

Mexico City, March 10, 2003 J—

To the Stockholders of ”
Carso Global Telecom, S.A. de C.V. ‘ -

1n my capacity as statutory auditor and in compliance with Article 166 of the Mexican Corporauons Act and the bylaws of Carso
Global Telecom, S.A. de C.V,, T am pleased to submit my report on the consolidated financial statements for thc year ended
December 31, 2002, presented to you by the Board of Directors. ‘

Among, the auditing procedures applied, T personally attended, or in my absence the alternate statutory auditor attended, the
stockholders” and the Board of Directors’ meetings to which I was summoned. I reviewed, to the extent that I considered
necessary m the circamstances, the unqualified report of the Company’s independent auditors, dated March 10, 2003, issued as
2 resulr of their audit of the consolidated financial statements mentioned in the preceding paragraph made in accordance with

auditing standards generally accepted in Mexico. Such financial statements are the responsibility of the Company 's management.

in my opinion, based on my review and that of the independent auditors, the accounting and reporting policies and criteria

observed by the C«)mpnn\' m the prcpnr;uion of the consolidared financial statements that are being prcscmcd to the stockholders

that the . pove-mentioned consolidated financial statements present f;url)‘, mn all matcrml respects, the mnsnhdatcd financial
position or Carso Global Teiecom. S.A. de C.\. and subsidiaries at December 31, 2002, the consolidated results of their operations,
\'sm v these stockholdery Ceuity uulmm«'u wtherr tinancial pmtu-ntnl the vear then ended., i cottormity with Jocounting

prioviples enerallv aceepted m Mevieo

C.PC. Al :rto Tiburcio Celorio
Statutory \uditor

Annuc! Report 2002
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" Consolidated Balance Sheets

Carso Global telecom, S.A. de CV. and Subsidiaries

{Thousands of Mexican pesos with pqrchcsing power al December 31, 2002) ; ;
‘ Decémbcr 31 :
2002 ‘. 2001
Assets
Current assets: ‘ .
Cash and short-term investments (Note 3) Ps. 15415472 Ds. 9,187,680
Accounts receivable, net (Note 4) : 19,167,771 21,768,444
Inventories for sale 1,124,685 939,500
Prepaid expenses and other assets (Note 8) 2,243,164 1,564,794
Total current assets 37,951,092 33,460,418
Plant, property and equipment, net (Note 5) 122,955,692 120,978,286
Inventories, primarily for use in telephone plant operations 1,069,697 1,067,981
Licenses, net (Note 0) 603,911 643,336
Equiry investments (Note 7) 1,078,664 1,289,367
Intangible asset (Note 9) 6,902,358 8.003,009
Goodwill (Note 7) 2,794,222 4,029,24y

Toral assets Ps. 173,355,636  Ds. 169,471,64¢




LE-No, 824379

Dcccmbér 31

Liabilities and stockholders’ equity

Current liabilities:

Short-term debt and current portion of long-term

2002

2001

debt (Note 10) Ps. 19945969  Ds. 27,947,025
Accounts pavable and accrued liabilities (Note 8) 16,417,646 18,543,310
‘Taxes pavable 4,019,969 1,348,781
Deferred credits (Note 11) 1,126,467 1,230,491

Total current liabilities 41,510,051 49,069,607
long-term debr (Note 10) 62,556,389 59.370,614
Penstons and seniority premiums (Note 9) 7,690,375 5,627,182
heterred raxes (Note 16) 10,840,808 10,513,457
Total habilities 122,597,623 124.580.860
Stockholders” equity (Note 15):
Capital stock:
Heaonieal e 1,247.213 1 204 142
Restarement increment 4,190,667 4.491.139
A 5.437.880 T 545581
P'remium on sale of shares ‘ 509,912 509,912
Ketained camings: - __ , . ‘
Prior vears 12,462,584 7,402,853
Current vear - 2,940,257 6,245,445
15,402,841 13,648,298
Orher accumulated comprehensive income items ' (11,799.497) (11,533.784)
Toral majority stockholders’ equity | 9,551,136 8,079,707
Minarity interest o 41,206,877 . 36,811,079
Total stockholders’ equity ‘ 50,758,013 44,890,786
‘Toral fabilities and stockholders' equity , Ps. 173355636 Ds. 169,471,646

(L .momp.m; mg notes.

Annyal Reperl 2007 /12




Consolidated Statements of Income
Carso Global telecom, S.A. de C.V. and Subsidiaries _
{Thousonds of Mexican pesos, except earnings per share; with purchasing power ol December 31, 2002

7

FILE No. 824379/

Year ended December 31,
2002 2001.
Opcrating revenues I
Local service T 63,189,874  Ds. 55,407,525

Long-distance service:

Domestc 28,899,807 30,127,545
- International 9,473,856 9,958,839
Interconnection service 15,560,138 15,546,463
Others 5,759,509 6,251,687
112,883,184 117,292,059

Operaring costs and expenses:
Cos~ of sales and services 25,648,531 25,545,875
Commercial, administrative and general expenses 16,515,760 18.044.645
Interconnecnon 11.479.024 10.369.683
Depreciation and amortization (Notes 5 through 7) 21,040,449 20.054.997
74,683,764 74.015,200
Operating income 38,199,420 43.276.859

Comprc hensive financing cost:

Intes.:st income

(2.627.331)

(3161094,

Interest expense 10,189,173 10,367 409
Exchnge loss (gain), net 4,845,043 (401,399)
Mon ‘tary gain, net (3,625,804) (3,107911)
8,781,081 3,697,065

Income sefore income tax and
emplovee profit sharing 29,418,339 39,579,794

Provisic.is for (Note 16):

Inco-ae tax 9,938,609 12,648 831
Emg..oyee profit sharing 3,002,272 3,155,267
12,940,881 15,804,098

“arso Giobe' isiecor

B N



Year ended December 31,
2002 2001

Income before equity interest in results of affiliates e '16,477,458 23,775,696
Equity in results of affiliates e - ' N

(Nota 7) (251,750) (442,322)
Income from continuing operations 16,225,708 23,333,374
{ «ns from discontinued operations, net of income

tax and emplovee profit sharing (Note 2) . (273353
Net income Ps. 16,225,708  Ds. 23,060,021
Distribution of net income:
Majoniey interest Ds. 2,940,257 Is. 6,245,445
Minorine inferest 13,285451] 160814576
Net meome Ps. 16,225,708 I 23.060.02]
Weighted average number of commen share:

ourstanding (in millions) 3.738.8 37658
Net majority mterest earnings per share

sNates and 13

I 1 TN Ve I 6AR0

See accompanying notes.

Annuel Report 2002
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Consolidated Statements of Changes in Stockholders’ Equity

Carso Globol telecom, S.A. de C.V. and Subsidiaries
{Thousands of Mexican pesos with purchasing oower al December 31, 2002}

Capital stock! Retained earnings

Reserve for
Primium purchase of

Restatement on sale Company’s Legal

Historical increment of share own shares Reserve

Balance at December 31,2001 - Ps. 2,254,321 DPs. 7,365,987 Ps. 896,405Ds. 3,008,437 Ds. 358,950

Appropriation of nct income 10 )
retained carnings

Increase in legal reserve 117,613

churchasc of Company’s own shares (26.760) (3,380 (955,108

In-ease in capital stock due to merger with
Banseci 2000, S.A. de C.V and Inveresc
2000, S.A. de C.V 3831 218
Dividends paid by subsidiaries
Rrpurchasc of shares of subsidiaries
Comprehensive income:
Net income for the vear:
G.her comprehensive income items:
Effect of labor obligations ot substdian:

net of deferred income tax

Result from haldoe oo nnanr o
wstibsadanos oo g et J i
Edleet of tanslaon o toresn cnnties

of subsdian
Comprehensive income
§; an-off stockholders” equiny (Note 2) (9067,250) (3,171,680) (386,493

“ Brlance at December 31, 2002 1,264,142 4,191,139 509912 2,053,329 476,563

As propriation of net income
" to rerained carmngs
Irerease in fegal reserve 312,272
R purchase of Company’™s own shares 116,929) (472) (550,264)
I 'vidends paid by the subsidiary
F cpurchase of shares of subsidiaries
Comprehensive income:
Net income for the year:
Other comprehensive income irems:
Effect of labor obligation: of subsidiarics,
net of deferred income - 1x
Resule from holding non- nonertary assees
of subsidiaries net of deerred taxes

Comprehensive income
Balance at December 31, 21:02 (Note 15) Ps.  1,247,213DPs. 4,190,667 Ps. 509,912D0s. 1,503,065 Ds. 788,835

- oM YAl
Larse Lono letecor
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: Retained earnings : e
f Accumulated Accumulated Total / )
! effect other majority /'/ Comprchcn/sivc/"‘\ \\"‘\\
‘ Unappropriated of deferred Net comprehensive  stockholders , Mir]({rity (loss) -
carnings incom tax income  income items equity interesr income .~ ‘/‘"fz)?aT
: s .
. - ~ ™ FEN
i ps. 11,100,732 (2,620,043) Ps. 6,331,683Ds. (4,735,692)Ps. 23,960,780 Ps. © 90,670,256 / / Ps./114,631,036 \‘-\ Y
{ / / SNy
i H ] [~ \ i
6,331,683 {6,331,683) i ! \ (O '
(117,613) . Yoot -~_.
(985,248) ' \i 85,248)
‘o T ,/"'
4,049 ~ 4,049
{3,246,221) (1,300,064)  (4,546,285) (17,145,107) (21,691,392)
6,245,445 5,245,445 16,814,576 Ps. 23,060,021 23,060,021
(456,123) (456,123)  (1,040,253)  (1,496,376) (1,496,376).
(230,315 (230315)  (2.223500)  (2453.815) _ (2453815)
(105,256) (105,256) (101,772)  (207,028) (207,028)
Ps. 18,902,802
(6,575,577) (4,706,334)  (15,807,340)  (44,937,521) o (60,744,861)
7,493,004  (2,620,043) 6,245,445  (11,533,784) 8,079,707 36,811,079 44,890,786
6,245 445 (6,245,445) .
(312,272) -
(567,665) (567,665)
ST (4937,178) . (4,937,178) 4
(635,450) (699,759)  (1,335,209)  (4,869,412) {6,204,621) v
2,940,257 2,940,257 13,285,451 Ps. 16,225,708 16,525,708
(1,733,840)  (1,733,840)  (3,682,549) (5,416,389) (5,416,389)
2,167,886 2,167,886 4,599,486 6,767,372 6,767,372
5. 17,576,691 A
Ps. 12,790,727 Ps. (2,620,043) Ds. 2,040,257Ds. (11,799,497)Ds. 9,551,136 Ps. 41,206,877 Ps. 50,758,013

See accompanying notes
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Consolidated Statements of Chor‘ges in Financial Posmon

Carso Globa! ielecom, S.A. de C.V. and Subsidiaries
{Thousands of Mexican pesos with purchasing power of December 31, 2002)

Year ended
Deceémber 31,
2002 2001

Operating activities:
Net income

Add (deduct) items not rcquiring the use of resources:

j

16225708 DB 23060021

Depreciation 19,362,039 17,707,774
Amortization 1,678,410 2,347,223
Delerred taxes, net of monetary effect (699,979) 1,468,770
Equity in results of affiliates 251,750 442322
Income of discontinued operations - 273,353
Changes in operanng, assers and labilities:
{Increase) decrease n:
Accounts receivable 2,600,673 1,952,118
Inventonies for sale (185,185) {146.593)
Prepaid expenses and other azsets (678,370) 634.973
Increase (decrease) in:
Pensions and senioriny premiuns:
Rewerve 4,161,394 3.759.600
Cartodutons oot tond (4.938.263) (3 l 979y
Pavment tooemplovees (3.649.438) (3 2]4 REVA
Acvounts pavable and acerued habihuoes (2,125,666) o 4,426,863
Taxes pavable 3,698,518 6¢1,006
Deferred credits - (104,024) T (334,165)
Resources provided by operating activities 35,597,567 47 884,934
Financing activities:
New loans 18,180,564 77,277,630
Repayment of loans (26,970,711) (82.105.500)
Effecer of exchaige rate dlﬂlrcnus and variances )
in debt expressed n constant pesos 3,974,866 (5,614,370)

arso Globat Teiecom
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Year ended
December 31, ..
- 2002 ~772001
Decrease in capital stock and retained earnings ™ R :
duc to purchase of Company’s own shares (567,665) (985,248)
Parchase of shares of subsidiary (6,204,621) (21,691,392)
( ash dividends paid to minority shareholders (4,937.,178) (5,225,600)
Increase in capiral stock due to merger - 4,049
Resources used in financing activitics (16,524,745) (38,340,431)
Investing activitics:
Ivestment in plane, property and equipment (11,437,204) (24,252,622)
lvestment In invenrories 84,953 831,568
fovestment i subsidiary and affihated companies ner (1,088,821) (788,078)
Gaoadwill (403,958) -
Resources used m investing activities (12,845,030) (24,209,132)
v cheree e et aned halviimes of disconomued (1]\('[',](iul|\ 7705945
Nemerease sdecreasey m b and short-term invesoments 6,227,792 {6,958,684)
Condand shortterm investments at beginning of year 9,187,680 16,146,364
Cash and short-term investments at end of vear.. - . —.Ds. 15,415,472 Ds. 9,187,680

A accompanying notes

Annual Repors 20

O



- - /]  FILE Ne,82-4379 " §
Notes to Consolidated Financial Statements B

Corso Global telecom, S.A. de C.V. and Subsidiaries
Years Ended December 31, 2002 and 2001 (Thousands of Mexican pesos with purchasing power ol December 31, 2002, unless otherwise indicated)

1. Description of the Business and Significant Accounting Policies
I. Description of business
Carso Global Telecom, S.A. de C.V. and subsidiaries (collectively, the Company or Telecom) was incorporated on June 24,

1996 as a result of a spin-off from Grupo Carso, S.A. de C.V. (Grupo Carso) approved at an extraordinary stockholders’ ¥
meeting held on April 30, 1996. o

At December 31, 2002 and 2001, Telecom’s principal asset is represented by its investment in the shares of Teléfonos de ;

México, §.A. de C.V. and subsidiaries (Telmex), as well as in other telecommunications companies.

At an exrraordinary meeting of the stockholders of Carso Global Telecom, S.A. de C.V. held on November 30, 2001, it was
decided to spin oft the Company’s wireless telecommunications segment and most of the international operations. For this
purpose, Carso Global Telecom, S.A. de C.V. contributed a portion of its assets, Labilities, and stockholders’ equiry to
América Telecom, S.A. de C.V. (samérica Telecomy), basically those related to the equity investment in América Movil, S.A. de
C\T(Amercia Movil). At the date of the spin-oft. Telecom held 31.55% of the total outstanding shares of America Mévil and

61.81% ot 1ts voting shares.

Atan extraordinary meeting, of e stockholders of Carso Global Telecom, S.A. de C.V. held on December 21, 20011t was
dedided 1o merge the sabsidiaries Baneset 20000 SAL de CAD (Ranesety and Taveresar 2000, S.AL de CN (Tnveresci), the

disappeanng companies, iwto Corso Global Telecom, S.ADde C AL e suniving, compan,

Telmex and América Movil provide telecommuntcations services maindy in Mexico. However, since 1999, both compan: -
have provided tefecommunications services throngh reir subsidiaries in the United Srares, Guatemala, Ecuador, Argentina,

Brazil, Puerro Rico and Spain.

Telmex obtains its revenues prims -ilv from telecommunications services, including domestic and international long-distance a1 d
local telephone services, data trane nission and internet services, as well as the interconnection of domestic long-distance operator 7,
cellular telephone companies” and ocal service operators” rictworks with the Telmex local nenwork. The Company alsa obrains
revenues trom other activities rel ted to irs telephone operations, sudi as the publicaton of die telephone directory:

The amended government cone ession under which Telmex operates was signed on August 10, 1990. The concession n-ns
through the year 2026, but it may be renewed for an additional period of fifteen years. The concession defines, among ot.icr
things, the quality standards fo- telephone service and establishes the basis for regulating rates.

Il. Significant accounting policies

The significant accounting policies and practices followed in the preparation of these financial statements are described below:

‘Carso Global Telecom
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2) Consolidation

o AN

At December 31, 2002, Telecom owns 32.62% (31.39% in 2001) of the total number of Telmex shares issued and
outstanding. Of this equity interest, Telecom holds 68.82% and 65.94% of the voting shares of Telmex at December 31,
2002 and 2001, respectively (see Note 7 for further information).

The consolidated financial statements include the accounts of Carso Global Telecom, S.A. de C. V. and its subsidiaries. All
the companics operate in the telecommunications sector or they provide services to companies operating in this sector.

In addinion to Telmex, the accompanving consolidated financial statements include the accounts of the subsidiaries
Multimedia Corporativo, S.A. de C.V. (Multimedia) and Empresas v Controles en Comunicac.ones, S.A. de C.V. and

subsidiary (Empresas v Controles), which are whollv owned.

The minonty interest shown in the accompanving financial sratements basically refers w che cquiny interest of other

Telmex stockholders.
All sigmificant inrercompany accounts and transactions have been eliminated in consolidation,

b) Recognition of revenues .

Fovenues are recogmized at the i services are provided.

Local service revenues are derived from new-line installation charges, monthly service fees, measured usage charges based

. on the number of calls made, and other service charges 1o subscribers.

Revenues trom interconnections consist of interconnection charges for incoming calls from a ixed-line telephone o
ceflular telephones, as well as the interconnection of domestic long-distance operators’, celtular tel ‘phone companies’ and

“local service operators® networks with the Telmex local network.

Revenues from domestic and international long-distance telephone services are determined on the basis of the duration of
the calls and the tpe of service used. All these services are billed monthly, based on the rates authorized by the Ministry
of Communications and Transportation (SCT), through the Federal Telecommunications Cor mission (COFETEL).
Revenues from domestic long-distance telephone services include data transmission and nternet service revenues.
International long-distance service revenues include the revenues earned under agreements wit: foreign telephone service
providers or operators for the use of Telmex facilities in interconnecting international calls. Tt :sc agreements specify the
rates for the use of such international interconnecting facilities. These service revenues re;resent the net settlement

between the partics.

The Company recognizes revenue from the sale of prepaid telephone service cards based on -n estimate of the usage of

time covered by the prepaid card.

Annucl Report 2002 / 21



S ' FILE No, 824379

¢) Recognition of the effects of inflation on financial information
The Company rccogniz?c'évdlc effects of inflation on financial information as required by Mexican accounting Buifletin B-
10, Accounting Recognition of the Effects of Inflation on Financial Information, issued by the Mexican Institute of
Public Accountants. Consequently, the amounts shown in the accompanying financial statements and in these notes are
expressed in thousands of constant Mexican pesos as of December 31, 2002. The December 31, 2002 restatement factor
applied to the financial statements at December 31, 2001 was 5.70% (which represents the annual rate of inflation for

2002) based on the Mexican National Consumer Price Index (NCPI) published by Banco de México (the central bank).

Plant, property and equipment and construction in progress were restated as described in Note 5. Telephone plant and
equipment depreciation is computed on the restated investment using the retirement and replacement method. Al other
assets arc depreciated using the straight-line method based on the esumated useful lives of the related assets.

"
e,
¥
P

Inventories for telephone plant operations are valued at average cost and are restated on the basis of specitic indexes. The

stated value of inventories is similar to replacement value, not in excess of marker.
Other non-monetary assets were restated using acjustment factors obtained from the NCP1LL

Capital stock, prenvium on sale of shares, and retained camings were restated using adjustment factors obtained from the NCPIL
Other accumulated comprehensive mcome item include the denci srom restatement of stockholders” cquiny v e
consists of the accumulated monetary position g in derermined at the time the provisiens of Bulletin B 10 were ti
applied, derived from the spun-off company (Grapo Carso), and the result from holding non-monctary assets, which
represents the net difference berween restatement by the specific-indexation method (see Note 5) and the constant-peso-
value method. '

The net monetary position gain represents the cf ct of inflation on monetary assets and liabilitics. The refated amounts

were included i the statements of operations under the caption Comprehensive financing cost.

Mexican accounting Bulletin B-12, Statement of “hanges in Financial Posirion, issucd by the Mexican Institute of Public
Accountants, specifies the appropriate presentat.on of the statement of changes in financial position based on financial
starements restated in constant Mexican pesos i accordance with Bulletin B-10. Bulletin B-12 identifies the sources and
applications of resources representing iifferences between beginning and ending financial statement balances in constant
Mexican pesos. In accordance with t s Bulletin, unrealized monetary and foreign exchange gains and losses arc not

included in the determination of resor rces provided by operating activides.

Short-term investments and marke -able securities

R

yed

Short-term investments are represente | basically by time deposits in financial institutions. Marketable securities are represt!
+ by equity securities, corporate bonds government bonds held for trading purposes, which are valued ar market.



¢) Equity investments in affiliates |

f I

The investment in shares of affiliates is valued using the equity method. This accounting method consists basically of
recognizing the investor’s equity interest in the results of operations and in the stockholders’ equity of investees at the

time such results are generated (see Note 7).

f) Goodwill

Goodwill represents the excess purchase price of shares of certain subsidiaries and affiliated companies over the book value

of the shares acquired; it will be amortized in a peniod of five years.

g) Exchange differences

Transactions in toreign curreney are recorded at the prevailing exchange rare ar the rime of the related transactions.

Foreign currency derominared ussers and habilities are translated ar the prevailing exchange rate ar the balance sheer date.
. . : ) . [
Exchange rate differences are applhied to mcome of the vear.

—
~—

Labor obligations

Pension and senioniy premmun costs e recoznized peoodically donmg the veass ot serace of personned, based on ;lcmari.l}
computanons made by indqx'l fent actuanes, waing the projected umt-credie method and financal hyporheses ner of
mflation, as required by Mexica  accounting Bullenn D=3, Labor Obhiganions, ssued by the Mexican Institute of Public
Accountants (sce Note 9). Ternrination paymients are charged o income m the year in which the deaision o dismiss i

cmployee is made.
i) Income tax and employee pro it sharing

The Company recognizes defer ed taxes in conformity with the requirements of Mexican accounting Bulletin D-4,
Accounung for Income Tax, Assc - Tax and Emplovee Profic Shartng, issued by the Mexican Institute of Public Accountants.
Bullerin D-4 establishes the rule for valuing and presenting deterred income rax (deterred taxes). Basically, Bulletin D-4
requires that deferred taxes be de -ermined on virtually all temporary ditferences in balance sheet accounts for financial and
tax reporting purposes, using th * enacted income tax rate at the time the financial statements are issued. Accordingly, the
provision for incc ne tax includes both the current year tax and the deferred portion (See Note 16).

In conformity wi i Bulletin D-4, current year employcec profit sharing should be charged to results of opcratidns and

represents a liabil' y due and payable in a period of less than one year.
j) Basis of transtat on of financial statements of foreign subsidiaries

The financial sta’ements of subsidiaries located in the United States were translated into Mexican pesos in conformity
with Mexican accounting Bulletin B-15, Transactions in Foreign Currency and Translation of Financial Statements of

Foreign Operations, issued by the Mexican Institute of Public Accountants, as follows:
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Escept for the situation mentioned in the following paragraph, all balancc sheet amounts, except for those related to
stockholders’ equity, of subsidiaries abroad were translated to Mexican pesos at the prevailing exchange rate at year-end;
stockholders’ equity accounts were translated at the prevailing exchange rate at the time of the related transactions or
when earnings were generated. The statement of income amounts were translated at the prevailing exchange rate at the
end of the reporting period. The effect of inflation and changes in exchange rates were not material and are presented as
part of the result from holding non-monetary assets.

The financial statements of the U.S.-domiciled subsidiary Global Telecom, LLC (Global) were translated to Mexican pesos
considering Global as an integrated foreign operation. Consequently, non-monetary financial statement items were translated
to Mexican pesos ar the historical exchange rate, recognizing the effears of inflation in Mexico based on Mexican GAAD -
k) Comprehensive income

In contornuny with Mexican accounnng Bulletin B-4, Comprchcnsi\fc Income, tssued by the Mexican Tnsoirure of Public
Accountants, the Company’s comprehensive income is the et income for the vear presented in the statement of income,
plus the cfieers of deferred raxes. labor obligations of the subsidiary the result from holding non-monetary assets of the
subsidiary and nunonny interest apphed divecthy 1o stockholders™ equiy,

1) Earnings per share

Feiccomdotenmuned the carnmgs por shune s contomut sl Movican acconnnny Badlermn B Fanungs pen Share,

sued By the Mevaan Tintnne of Pablic Accountants osee None 130
m) Usc of estimates

The preparation of financial statements in conforminy with generally accepted accounting principles requires the usc of

estimates and assumprions in certain areas. Actual results could difter from these estimates.

Concentration of risk

=
~—

The Company mvests a portion of its surplus cash in deposits i financial instintions with strong, credit ratings and has
established guidelines relating to diversification and maruraties to maintain safety and fiquiditv. Telecom does not believe it has i

significant concenrrations of credit risks in its accounts recetvable, as it has a broad customer base thar is geographically diverse.

o) Financial instruments

T

ot e e e 1 2

The Company follows the requirements of Mexican accounting Bulletin C-2, Financial Ins ruments, issued by the Mexican

Institute of Public Accountants. Bulletin C-2 establishes the rules to be observed by isst :rs of and investors in financial
instruments when valuing, presenting and disclosing these instruments in their financial in ormation. Bulletin C-2 requires
that financial instruments (derivatives) be recognized as assets and liabilities and that the determined gains and losses on
such instruments be credited and charged, respectively, to income, except for those instr uments that are considered to be

and that actually function as asset and liability hedges.

B

srs0 Glong: Teigcom
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Wlth the aim of reducing the risk: rclatcd to interest rate and cxchzmge rate ﬂuctuauons the Company uses derivatives

such as cross- currcncy swaps and short-term exchange hedges. Gains and losses dctcrmmed in these contracts are credited

‘or chargcd to income usmg the accrual method, net of the gains or losses on the hedgcd risks. T h
Options are stated ﬁt their fair value, which represents the actual amount that the Company will have to pay for an asset

or to settle a liability on the open market. The estimated fair value of options has been determined using the available -

market information based on an appropriate valuation methodology (see Note 8).

») Reclassifications.

Certain amounts shown in the 2001 financial statements have been reclassified for uniformity of presentation with 2002.

Spin-Off

On November 30, 2001, the stockholders of felecom approved the spin-off of the wircless telecomrnunications segment and
most of the international operations. As a result of the spin-off, America Telecom was incorporared as a separare Mexican
company independent of Telecom. Certain assets, liabilitics and stockholders” equity refated to these operations were transferred
to Telecom, basically by América Movil, vhich through its subsidiaries Radiomovi! Dipsa, S.A. de C.V. (Teleel),
Telecomunicaciones de Guatemala, S.A. (Telgua) and Consorcio Ecuatoriano de Telecomunicaciones. S.A. (Canecel), principalhy;

has ficenses to install, operare and manage mobile radio tefephone services in Mexico, Guatemaby and Fooador, respectively,

Neither Telecom nor America Telecom shall b old shares of the other In the spin-ofi. cach Telecom stockbolder became an
America Telecom stockholder and, as a result, both companies are controlled by the same group of stockholders. However,
the relations berwveen the two companies shall be limited to: (a) agreements with respect to the implementation of the spin-
off; (b) business dealings arising in the normal -ourse of business between the fixed relecommunications service operator and
a wireless telecommunications service operatos

In 2001 financial statements, the revenues anc. expenses of the spun-oft entities are shown in the statement of income as

income of discontinued operations, net of incc ne taxes and ecmployee profit sharing,
Assets and habilities of the discontinued operat ns were transterred to América Telecom at their book value. The amount of
stockholders’ equity transferred to América Tel :com in the spin-off was determined as the difference between the assets and

liabilities transferred and was accounted for as a reduction in Telecom’s equity at the time of the spin-off.

Net income of discontinued operations includes interest of Ps. 223,298 earned by one of the spun-off subsidiaries from
holding commercial paper issued by Telmex. . '

Highlights of the statement of income for the eleven-month period ended November 30, 2001, are as follows:
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Opcra!ing revenues ‘ ‘ . 39,636,992
Operating costs and expenses -+ -+ - ' ' 32,469,524
Operating income - ; ' 7,167,468
Comprehensive cost of financing, net (1,913,371)
Income before income tax and employee profit sharing 5,254,097
Provisions for: S o
Income tax 2,429,62‘1” h
Emplovee profit sharing 226,468
Income before equiny in results of afhiliates and minority interest 2,598,008
Equity in results of afliliares (3,071,516)
Loss before minority interest (473,508)
Minority interest in Joss of subsidiarics 200,155
Majonity net loss of discontinued operations Ps. (273,353)

3. Cash and Shortterm Investments

At December 31, 2002, this caption includes investments in equity securities in the amount of Ps. 2,643,692 for wrading, of
which approximately USS187 million and US$7 milion correspond to WorldCom, Inc. (WorldCom) bonds and cquity
seaunies, respectively AcDecember 31, 2001 this caption includes shares in companies iy the amount of Ps.1.166.264. The
Company included in the comprehensive financing ¢ st for the vear 2002 an unrealized loss oo shares of Ih2394173

tincludes Ps.2 037,194 corresponding to WorldCom e uity sceuritics). In 2001 such unrealized loss was USS 126 887 The
realized net loss on the sale of equity sceuritics for 2002 was Ps. 165,983 (realized net foss of Ps.103.029 ¢n 2001). rom
January 1 through March 10, 2003, the subsidiarics purchased WorldCom bonds in the amount of US$284 and sold US$26.7
million of such bonds; Telecom’s bond position at Fet uary 12, 2003 is US$432 million.

4. Accounts Receivable -

Accounts receivable consist of the following:

2002 2001 -

Subscribers Ds. -19,079,175  Ds. 19,41 1,346
Link-up services 419,759 74,845
Related parties 214,936 635,184
Other : 1,767 481 2,800,420

21,481,351 23,506,795
Less:
Allowance for doubtful accounts - 2,313,580 1,828,35]

Total Ps, 19,167,771 Ds. 21,768,444
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Activity in the allowance for doubtful accounts for the years ended December 31, 2002 and 2001 was as follows:

567

2002
Beginning balance January 1 Ps. 1,828351° DPs. 3203789
Increase charged to costs and expenses 1,034,002 - 1,260,281 - -
Increase charged to other accounts 399,402 -
Charges to allowance (948,175) (2,635,719)
Fnding balance at December 31 Ds. 2,313580  Ds. 1,828,351

At December 31, 2002 and 2001, the caption Other includes an account due from Mcom Wireless, S.A. in the amount of
US$44.6 million and USS41.4 million, respecrively, which bears 8.5% annual interest. Due to the uncertainty with respect to

the recoverabihiny of this debr, the full amount of the batance due has been included in the allowance for doubtful accounts

~ Flani, Property and Equipmeni

a) Plant, property and equipment consist of the following:

: 2002 2001
{ciephone plant and eqy, pien Ps. 215,502,583 I's. 186,425,757
Land and buidings "27,255,657 20,716,696
Computer cquipment and other assets 24,186,789 22,129,426
266,945,029 235,271,879
Less: '
Accumulated depreciatic 150,012,184 126,994,401
Net ) 116,932,845 108,277,478
Construction in progress and advances to
equipment suppliers 6,022,847 12,700,808
Toral I Ps.  122955,692  Ds. 120,978,286
In luded in plant, property and equipment are the following asscts held under capital leases:
2002 2001
A scts under capital leases Ds. 4,093,140  Ds. 3,389,977
L s accumulated depreciation 556,508 _ 237,036
Ps. 3,536,632 Ds. 3,152,94]
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b) Through December 31, 1996, items comprising the telephone plant were restated based on the acquisition date and cost,
applying the factors derived from the specific indexes determined by the Company and validated by an independent
appraiser registered with the National Banking and Securities Commission (NBSC).

Effective January 1, 1997, Bulletin B-10 eliminated the use of appraisals to present plant, property and equipment in the
financial statements. This caption was restated as follows at December 31, 2002 and 2001:

*  The December 31, 1996 appraised value of the imported telephone plant, as well as the cost of subsequent additions to
such plant, were restated based on the rate of inflation in the respective country of origin and the prevailing exchange rate
at the balance sheer darc (i.c., specific indexation factors).

*  The appraised value of land, buildings and other fixed assets of domestic origin at December 31, 1996, and the cost of
subsequent additions to such assers were restated based on the NCPL ’

At Secember 31, 2002, approximately 56% (5197 in 2001) of the value of the plant, property and equipment has veen
restated using specific indexarion factors.

¢) Following are the plant, propern and equipment rmounts at December 31, 2002 and 2001, restated on the basis of the
2002 NCPT tstartng. with the appraised values at December 310 1996) 1o meer NBSC disclosure requirements with
respect to the restatement of fived assets based on specific indexanion factors:

2002 2001
lelephone plant and cquipment ' Ds. 250,584,147 Ps. 234,023,807
Land and buildings - - 27,255,657 : 26,716,696
Computer cquipment and other assets 26,786,401 26,096,959
304,626,205 287,437,462
Less:
Accmulated depreciation . 179.701.344 160,696,378
Ner 124924 861 120.741.084
Construction in progress and advances
to cquipment supplicrs 5,623,207 13,025,461
Total Ds. 130,548,068 D 139,766,545
d) Depre iation of the telephone plant has been calculated at annual rates ranging from 3.3% to 16.7%. The rest of the

< Global Telecom

Comp ny’s asscts are depreciated at rates ranging from 3.3% to 33.3%. Depreciation applied to costs and expenses was
Ps.19, 62,039 in 2002 and P5.17,707,774 in 20U1.
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6. licenses

In May 1998, Telmex acquired from the Mexican Government licenses to operate radio spectrum wave frcquéhéy bands to
provide fixed wireless telephone services at a cost of Ps. 606,686. In December 1997, the Company also acquired from the
Mexican Government concessions to operate radio spectrum wave frequency bands for point-to-point and point-to-multipoint
microwave communications ata cost of Ps. 181,628. These costs are being amortized over a period of 20 years. -~

As of December 31, 2002 and 2001 Licenses are as follows:

2002 2001
Investment Ps. 788,314  DPs. 788,314
Accumulated amortization 184,403 144,978
Net Ps. 603,911 P 643,336

Amaortizanon expense for the ves ended December 31,2002 and 2001 was Ps. 39,425 cach,

7 Fquity lnvesimenis
o Subsadiaries

At December 2102001 and 20020 the number ot shares that the Company holds i Telmex and the corresponding

pereentage cquity interest in relaton tw the total number of outstanding shares of cach series is as follows:

Number of shares {thousands) % equiry interest
Series 2002 2001 2002 2001
AA 3,000,000 3,000,000 72.52 69.65
A , 45,998 45998 15.91 14.69
1,123,010 1,086,937 13.44 12.72

In 2002, Telecom purchased 36:073 million Telmex Series *L” shares at an average cost of Ps.15.58 per share a; d a total
cost of Ps.562,017. Such purchase gave rise to additional goodwill of Ps.403,958, which, like Telecom’s 2001 zoodwill

balance, will be amortized in a period of 5 years.

In 2001, the Company sold 9.953 million scries “L” shares tor US$16.7 million, realizing a gain of approximatel US$3.6

million, which was credited to results of operations under the caption Comprehensive financing cost. i

[n 2001, in conformity with the bylaws of Telmex, Telecom exchanged 1,055,766,000 series “L” Telmex shares for an

equal number of series “AA” sharcs.
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b) An analysis of the equity investment in affilizted companies at December 31, 2002 and 2001, and a brief description is

as follows:
2001
The Telvista Company . 383,482
Technology and Internet, LL.C 338,839'
Sinergia Soluciones Integrales de Energia, S.A. de C.V. . 170,6 157,145
Williams Communications Group, Inc. R 104,746
Other ‘ 274,005 305,155
Toral Ds. 1,078,664  Ds. 1,289,367

Unless otherwise indicared, the above-mentoned equuty investments in afhliated companies were valued using the equity method.

1} Prodigy Communications Corporation

11

In November 2001, the Company sold to a relared party its entire equiny interest in Prodigy Communications Corporation
fa U.S. internet service provider) for
US8276.0 million, realizing a gan of Ps.549.960 on the transaction. which was recorded under the ca; tion Comprehensive

PRI B Cosd,
Wilims Communications Group, Inc.

In May 1999, the Company entered into an agreement with Williams Communications Group, Inc. Williams), which in
October 2002 changed its name to WilTel Communications Group, Inc. and is engaged in providing telecommunications
services i the U.S., to acquire approximately 1% of the shares comprising the capital stock of V illiams. Because the
market value of this investment at December 31, 2001 had declined substantially, the Company de :ided to recognize in
results of operations an impairment in the value of this investment of Ps.931,870, which was inc uded in the caption
Comprehensive financing cost. Also, since duc w the restructuring of Williams, Telmex no longe: holds shares in this
company; in 2002 ‘lelecom eliminated its invesument balance of I's.104,746, which is presented under the caption

Comprehensive financing cost.

nt) Technology and Internet, LLC

In 2001, Telmex made capital contributions of US$3 million to ac juire a 50% equity interest in Technology and Internet,
LLC (TAI). TAI has made investments in e-commerce companie. located basically in the U.S.A. and Latin America.

iv) The Telvista Company

In June 2001, Telmex invested US$47 million to acquire a 45'4'%) equity interest in The Telvista Company (Telvista).
Telvista is engaged in providing telemarketing services in the U-S.A.
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v) Sinergia Soluciones Integrales de Energfa, S.A. de C.V. (Sinergia)
In 2000, Telecom contributed Ps.159,567 (Ps.144,600 nominal amount) to a capital increase in Sinergia. Based on the
equity method, the Company charged Ps.49 and credited Ps.12,275 to results of operations of 2002 and 2001, respectively,
under the caption Equity in results of affiliates.

vi) McLeod USA, Inc.

In January and February 2001, Telecom sold its equity interest in this company, realizing a gain of Ps.1,776,442, which

was included in the caption Comprehensive financing cost.
! vi) Other investments

In 2002, Telemx made other investments in affiliated companices in the mlecommunications sector of USS7 million
(U833 million in 2001).

Total cquiry invesuments in affiliated companies during 2002 aggregated approximately USS7 million (US$82 miliion in

2001, Goodwill derived from these investments was not material.

Telmex's equinv interest in the results of operations of aftiliated companies represented 4 charee to operations of IN231.730
@ 2000 g charee of IV 320 2001 The ettect on the statcnient of dhanees i stockholders™ equity was not matetial.

vigOn January 16, 2002, Telmex. together with Fortsmann Little & Co. (Fortsownn Litded Jocated i the ULS.AL entered
nto a definiive agreement to make capical contributions of as much as USS 400 mitlion cach to XO Communications,
Inc. (XO). The consummation of the agreement depends on, among other hings, XO’s complete restructuring of its
balance sheet and the approval of the transaction by the competent authoritic s.

On October 14, 2002, Telmex and Fortsmann Little, together with XO, agreed e terminate the above-mentioned investment
agreement after contributing US$12.5 million each to XO. As of the termination date, both parties have been released from
all obligations related to the agreement. Telecom’s contribution is included in € ¢ caprion Comprehensive tinancing cost.

¢) Goodwill

An analvsis of goodwill at Decemb« r 31, 2002 and 2001 is as follows:

2002 2001
Goodwill:
Telmex ' Ps. 14,627,751 Ds. 14,223,793
Affiliated companies 628,069 628,069
Accumulated amortization | (12,461,598) (10,822,613)
Ps. 2,794,222 D 4,029,249 -

; YDy O
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During 2002 and 2001, amortized goodwill aggregated Ps.1,638,985 and Ps.2,307,853, respectively:

8. Financial Instruments

" An analysis of the most important financial instruments at December 31, 2002 and 2001 is as follows:

Options

During 2001, the Company entered into various call and pur options to America Depository Receipts (ADR) for América
Movil shares. Each of the ADR’s covers 20 serics “L* Amdrica Movil shares. The options contracted by Telecom mav only be
exercised at their expiration. All options are denominated in U.S. dollars. The fair value of these options at December 31,

2002 and 2001 represents a net hability of Ps.266,892 and Ps.318,559.

These transactions mav be sertded in cash {paying the difference between the exercise price and the market price) or in kind }

texchanging the instruments covered by the ADR's or shares, instead of the exercise price.

Premiums paid or collected on these transactions are amortized at the expirasion of the agreement. 1 the Company clects o
make pavmentin kind, the ner difference between premiums recerved and paid will constiture part of the purchase cost of the
VDIS Ehahe Company elects 1o make pavment in cash. the net premium will constitate part of the cost of the transaction ;

charged o resuls of operations ot the vear At December 350200200 2001 ser nmamornized preminms included in prepaid i

evpenses agaregate P 126897 and Ps. SHI300 respectn el
At December 31,2002 and 2001 unexpired call and put apuons ro America Movil shares are s tallow:

AVCTAge ENCICIse prices

Unexercised ADRY per ADR (Dls)
Date of expiration ’ Bsucr 2002 2001 2002 200 .
2004 América
Mavil 5000000 3000000 20.34 20.34

At December 31, 2002 and 2001, the market price of the América Movil ADRs was USS14.36 and USSTY.48 per ADR,
respectively. The market price per ADR and per share ar the dare of the audit report on these financial statements (March 10, [

2003) s USS13.74 (US$18.10 1n 2001).

In Seprember 2001, the Company clected not to purchase the Telmex ADR’s. This transaction represented for the Company
a oss of Ps.45,031, corresponding to the amount of net premiums paid on the option. Such loss was recorded under the

caption Comprehensive financing cost.

) / Carso Global Telecom



a) Forward contracts

As a part of its foreign exchange hedging strategy, the Company uses derivatives to reduce the risk associated with
exchange rate fluctuations on certain U.S. dollar denominated transactions. During 2002 and 2001, the Company
entered into short-term hedges which at December 31, 2002 covered liabilities and assets of US$473 million and US$125
million, respectively (in 2001 they covered liabilities of US$2,885 million). These hedges gave rise to a credit to results of
operations of the year in the amount Ps.1,773,688 (in 2001, a charge of Ps.1,290,321).

b) Interest-rate swaps

To reduce exposure to financial risks, the Company has contracted interest-rate swaps, whereby during the term of such
swaps and on previously established dates the parties agree to exchange cash flows for the amount determined by applving
agreed rates to the contracted amount. In these specific contracts, the Company agreed to receive the interbank (THED
interest rate and to pav a fixed rate. The swaps arc recorded in results of operations ar the respectve market interest rares
At December 31, 2002 and 2001, the Company has contracted interest rate swaps for a base amount of Ps. 18,413
million and 3,4-'8 milhion, respectivelv. Losses on these of swaps during 2002 were charged to the caprion Comprehensive

finanuing cost for the vear in the amount of Ps.450,622 (a charge of P5.319.241 in 2001 .
O Employee Pensions and Seniority Premiums
Subsiantiadly albof Felinex's emplovees are covered under detied benefits retirement and semorey presmu plans,

Pension benefits are d ermined o the basis of compensations t anpluyees in their final vear of employment, their seniorieg—-

and their age at the time of retirement.
In 1990, Telmex set vy an irrevocable trust fund to cover the payment of these obligations. It ad(m)’ﬁréd the policy of making
annual contributions v the fund, which aggregated Ps.4,938,263 n 2002, and Ps.5,173,979 in 200}, These contriburions -

are deductible for Mex' an corporate incoine tax purposes.

‘The transition liability, “ast services and variances in assumptions are being amortized over a period of twelve years, which is

the estimated average renaming working hfetinie of Company emploves.

The most important inf ymation refated to labor obligations is as follows:
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Analysis of the net period cost:

2002 2001
Labor cost A s, 2,150435  Ds. 1,946,509
Financial cost of projected benefit obligation” S 4445108 3,962,670
Return on plan assets - (3,948,617) (3,356,889)
Amortization of past service costs 1,100,707 1,100,707
Amortzation of variances in assumptions 413,761 106,603
Net period cost Ps. 4,161,394  Ds 3,759,600
An analysis of the projected benefit obligation is as follows:

2002 2001
Present value of labor obligations:
Obligation for vested benefits Ps. 33,269462  Ds 31,408,369
Obligation for unacquired rights 33,691,139 31,356,520
Current benefir obligation 66,960,541 (2,764 889
Effect of safary projection 4,083,284 3902268
Projected benefit obligation ST . 71,043,825 I\, o627 0ET
An analysis of the changes in the projected benefit obligation is as follows:

2002 2001
Projected benefit obligation at beginning of yeai” Ds. 66,727,157  Ds. 59,565,258
Labor cost T 2,150,435 1,946,509
Financial cost of projected bcneﬁﬁ obligation 4,445,108 3,962,670
Actuarial loss ) % .' 1,370,563 4,467,072
Payments to personnel . ‘ ‘ (3,649,438) (3,214,352)
Projected benefit obligation at end of year Ps. 71,043,825  Ds. 66,727,157
An analysis of changes in plan assets is as follows:

2002 2001
Fund at beginning of the year Ps. 57,137,707 Ds. 48,791,612
Returns.on plan assets (2,805,805) 3,172,116
Trust fund contributions 4938,263 5,173,979
Fund at end of year Ps. 59,270,165  Ds. 57,137,707
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P_cnsioh_s and seniority premium liabilities are as follows:

'

2002 2001
Projected benefit obligation in excess of plan assets Ps. 11,773,660  DPs. - 9,589,450
Unamortized actuarial loss (19,370,594) (11,659,426)
Transition liability (6,595,659) (7,667,811)
Past services and changes in plan (306,699) (335,198)
Net projected asset (14,499,292) (10,072,985)
Additional liability 22,189,667 15,700,167
Net current hability (current benefit obligation

less plan assets) Ds. 7,690,375  Ds. 5,627,182

An analysis of the effect of labor obligations on stockholders” cquity is as follows:

2002 2001
Additional L:ability Ps. 22,189,667 D 15,700,167
Intangible asset (6,902,358) (8,003 004,
Eftect of tabor obligations on st n‘khnm}.\‘:::ytily A Y 15,287.309 I 7.087 158

- -

The actuarial loss in 2002 of approximarcly 1.7 700,000 i< arriburable prinmarily to the negative results of plin assets due
largely to the pervasive decline in the value of securitics rraded on the Mexican Stock Exchange. The increase in the unamortized
actuarial loss in 2001 of approximatcly Ps.4,500,000 was artriburable basically to the increase in the projected benefir obligation

resulting fron the increase in salaries over what was estimated ar the beginning of the year.

The rates usec in the actuarial studies were as follows:

2002 2001
Discount of la »or obligations: ‘
First year » 6.84 % 684 %
Long-term average 5.85 % 585 %
Increase in salzries:
First year 1.85 % 1.85 %
Long-term average 0.96 % 096 %

Annual return.on the fund 6.84 % 684 %

Annust Peno- 2007 735
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At December 31, 2002, 65.7% (66% in 2001) of plan assets were invested in fixed-income securities and 34.3% (34% in
2001) in variable-income securities. :

10. Debt

Long-term debt consists of the following:

Average weighted
Interest rates Marurities Balance at December 31,
at December 31, from 2002
2002 2001 through 2002 2001
Debr denonunared i foreign
carrency:
Convertible senior
debentures (1) 4.2% 4.2% 2004 Ps. 10,312,500 Ps. 9,663,411
Senior notes (2) 8.2% 8.2% 2006 15,468,750 14,495,117
Banks (3) 2.5% 3.1% 2003 35,337,942 28,450,600
Suppliers’ credits 2.7% 3.3% 2022 1,919,680 2,993,435
Finan 1l i 23%  29% 2006 2,854,027 2,671,086
Mexiean Goverment 2.2% 2.8% 2006 140,165 173,545
Total o o ) 66,033,064 58,447,194
Dbt Jenominated in Mexican
pesos:
Medium-term notes (4) 75%  7.5% 2007 1,148,961 1,150,259
Commeraial paper (5) 8.25% 7.9% 2003 5,346,182 18,451,314
Domestics scnior notes ' - ’
(“Ceroficados Busanles™) 6% 11.6% 2007 8,450,000 4,492,250
Banks 8.6% 7.2% 2004 1,519,704 4,762,211
Financial lcascs 8.7%  89% 2004 4,447 14411
Total 16,469,294 T 28,870,445
Total debe 82,502,358 87,317,639
I ":ss short-term debt and ' ‘ . -
o T current portion o
“ -~ oflong-term debt ' 19,945,969 27,947,025
_J.ong-term debt Ds. 62,556,389 Ps. 59,370,614

The above-mentioned rates arc subject to variances in international and local rates and do not include the effect of the
.Company’s agreement to reimburse certain lenders for Mexican taxes withheld. The Company’s weighted average cost of
. borrowed funds at December 31, 2002 (including interest, fees and reimbursement of such lenders for Mexican taxes withheld)
" was approximately 5.7% (6.5% at December 31, 2001).
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Convertible senior debentures

(1) On June 11, 1999, Telmex issued US$ 1,000 million of convertible senior debentures. The debentures are convertible to
common stock at the option of the holders, at any time prior to their maturity into American Depositary Shares (ADS’),
each representing 20 Telmex “I” shares. The conversion price is US$29.5762 per ADS, equal'to a conversion ratio of ©
33.8110 “I” shares ADSs per US$ 1,000 principal amount of the convertible debentures, subject to adjustment under -
certain circumstances.

Should any person or group (other than the present controlling stockholders) acquire 50% or more of the issuer’s voting
shares, the holders of the convertible debentures may ask Telmex to repurchase the convertible debentures, for 100% of

the principal amount plus unpaid accrued interest through the repurchase date.

The maruriry date of the convertible debentures is June 15, 2004. The debentures bear 4.25% annual interest, payable
semiannually. In 2002 and 2001, accrued interest on these debenrures aggregated Ps.441,467 and Ps.461,358, respectively.

Senior notes

{2) On January 26, 2001, Telmex issued senior notes for US$ 1,000 million, maruring in 2006 and bearing 8.25% annual
interest pavable semiannually. Additionally, on Mav 8, 2001, the Company issued supplemental senior notes for US$500
mulhion wath sl Characreristios, In 2002, accrued interest on the bonds was P5.1,283,357 (1.1,117,921 in 2001).

Banks
(3) At December 31, 2002 and 2001, the debr denominated in foreign currency with banks includes:

1) Loan of US$198,324,500 from JP Morgan Chase to Telecom in 2002. To guarantee the loan Telecom placed in trust
5,350,000 ADR’s representing 107 million series “L Telmex shares which will be returned to Telecom on May 3, 2005,
when the loan is repavable. The loan bears annual interest at the LIBOR rate plus 1.36%, payable by Telecom quarterly.

i) Loan of US$309,153,000 from TP Morgan Chase to Tclccom in 2001. To guarantee the loan Telecom placed in trust
9,700,000 ADRs representing 194 million series “I” Telmex shares which will be returned ro Telecom on November

18, 2003, when the loan is repayable. The loan bears annual interest at the LIBOR rate plus 1.36%, payable by

Telecom quarterly.
In 2002, accrued interest on the loans described in paragraphs i) and i1) above 1s Ps.177,202 (Ps.253,320 in 2001).

On February 18, 2003, Telecom repaid early, free of any penalty, the U.S. dollar denominated loans from JP Morgan
Chase of U$$309,153,000 and US$198,324,500.
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Medium-term note N

PRRT. ‘\

(4) In July 2000, Telecom issued an unsecured medium-term not;,‘ix\l the amount of 355?180,900 investment units {UDD’s).
The note matures in seven years and is payable at maturity on July 20, 2007. Interest on the note is payable semi-annually
at the annual rate of 7.50%. At December 31, 2002, the value of the UDI is equal to Ps.3.2258 (Ps.3.251068 at March
10, 2003). In 2002 and 2001, accrued interest on these notes aggregated Ps.88,302 and Ps.97,145, respectively.

Commercial Paper

(5) At December 31, 2002, the Company’s commercial paper, the balance of which is Ps.5,346,182, was issued on December
1,13 and 23, 2002, at an average interest rate of 8.18%. The commercial paper was placed through t':c domestic market,
and matured in January 2003, which was when the related liability was paid.

At December 31, 2001, the liability related to commercial paper was issued on December 22, 23, 25 and 29, 2001, ata
weighted average interest rate of 7.88%); the commercial paper was placed through the domestic m: rket, and matured in

January 2002, which was when the related liability was paid.

An analysis of the above-mentioned foreign currency denominated debt at December 31, 2002 is : s follows:

-

Exchange rare

Foreign at December ' - Mexian

currency 31,2002 peso

{in thousands) (in units) ‘ equivalent

U.S. dollar 6,377,075 103125 P 6576358
French franc 163,392 16493 - 269,483
Total P:. 66,033,064

At December 31, 2002, Telmex has lines of credit with certain foreign banks. Unused commj ted lines of credit ai
December 31, 2002 totaled approximately U8$402.7 million, at a floating interest rate of approxiriately LIBOR plus 85
base points at the time of use. .

Long-term debt maturaties at December 31, 2002 are as follows:

3¢/ Corso Glaba! Telecom
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Year ended December 31, Amount

2004 -  Ds. 121,595,295
2005 + 10,591,650
2006 19,006,589
2007 9,656,137
2008 and beyond ‘ 1,706,718
Total Ds. 62,556,389

During 2002, there were five placements of domestic senior notes (“Certificados Bursatiles”) for a total Ps.4,200 million

(Ps.4,250 million in 2001) under the related Commission-authorized program .otaling Ps.17,000 million. The remaining

balance available under such program is Ps.8,550 million.

Subsequent event

During the period from February 4 through February 20 2003, Telecom received loans aggregating US$710 million from

foreign banks to finance short- and long-term debt (which have maturaties dates | erween 2006 and 2008). To guarantec the
loans Telecom placed in trust 23,770,183 ADR’s representing 475,403,660 series 2 Telmex shares which will be rerurned to

Telecom on the date the loans are repayable. The loans bear interest at the LIBOR rate plus a premium, which under current

nuarket conditions, ranges from 0.875% to 1.05%.

11 Deferred Credits

Deferred credits consist of the following at December 31, 2002 and 2001:

2002 2001
Advancc billings Ds. 972,208 Ds. 1,065,471
Advances from subscribers and others 154,259 165,020
Total Ps. 1,126,467 Ds, 1,230,491

12. Foreign Currency Position and Transactions

a) At December 31,2002, the Company has a net foreign currency short position of US$6,321 million (net foreign currency

short position of US$5,943 million at December 31, 2001). These short positions do not include the call and put options

described in Note 8 or the positions of foreign subsidiaries.

The prevailing exchange rate ac December 31, 2002 was Ps.10.31 per U.S. dollar (Ps.9.14 per U.S. dollar at December
31,2001). ArMarch 10, 2003, which is the date of the audit report on these financial statements, the exchange rate of the

Mexican peso relative to the U.S. dollar was Ps.11.11 per U.S. dollar.
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b) In the years cndcd December 31, 2002 and 2001 Telecom and i 1ts Mexxca.n subs1d1anes had the following transactions
denommated in fore1gn currencies. Currencies other than thc U.S. dollar were uanslatcd to U. S dollars using the average
exchange rate for the year. o v '

Pl B : g Million of dollars
s 2002 2001

Link-up revenues ,  » ! US$ 256 USS 253

Interest expense 456 337

Operating expenses 100 136

13.

Commitments and Confingencies

a) Telmex leases certain equipment used in its operations under capital leases. At December 31, 2002, the Company had the

following commitments under non-cancelable leases:

Year ended December 31,
2003 Ps. 1.044.040
2004 0449 089
2005 T40.228
2006 _ ’ 265 603
Toral 2,998,960
Less interest ~ ~ - _ T : 140,486
Present value of minimum futurc rental payments, net 2,858,474
Less current portion : ‘-' ' 971,215
Long-term portion at December 31, 2(,02 Ds. 1,887,259

b) At December 31, 2002, the Company 1as non-cancclable commitments of approximately Ps.867,013 (Ps.1,523,624 in

d)

Carso Global Telecom

2001) for the purchasq of equipment. -

At December 31, 2002, there are no outstanding letters of credit which were issued to foreign suppliers for the purchase

of materials and supplies. -,

In February 1998, the Federal Commission of Economic Competition (COFECO) determined that Teléfonos de México,
S.A. de C.V. has substantial power in what it referred to as five telecommunications markets so that, in conformity with
Article 63 of the Federal Telecommunications Act, COFETEL may 1mpose specific obligations with respect to rates

charged and quality of services and information.

The Company’s external lawyers who are handling this matter are of the opinion that this finding is unjustified. Consequently,
Teléfonos de México, S.A. de C.V. filed an appeal in the Federal District Court and obtained protection and shelter under




N K hlaldls INW, Q&% T F

‘ Mexican Federal law. COFETEL, based and the COFECO ruling, which was later reversed, handed down a new ruling

imposing certain specific obligations on Teléfonos de México, S.A. de C.V. The ruling of the COFETEL was appealed in
a Federal Court and is still pending. The fine was also appealed and the matter is pending. In 2001, the COFECO
reversed its previous ruling and handed down a new ruling supporting the findings with respect to the substantial power
that Teléfonos de México, S.A. de C.V. exercises over five telecommunications markets. Teléfonos de México, S.A. de C.V,

has also appealed in a Federal District Court.

As a result of these findings, COFECO has initiated other proccedings against Teléfonos de México, S.A. de C.V. thatare
also being appealed.

In December 1995, a competitor that provides cellular telephone services reported Teléfonos de México, S.A. de C.V. o
the COFECO for alleged monopolistic pracrices.

In July 2001, the COFECO ruied that Teléfonos de Mdxico, S.A. de C.V. was responsible for monopolisuc pracrices.
Teléfonos de México, S.A. de C.V. filed an appeal for reconsiderarion against the ruling, but the appeal was declared

unfounded and denied.
Currently, the respective defense against the denial is bemg prepared.

Under Mexican law, Teléfonos de México, S.A. de CA remaing jointhy and severally fable tor any obliganons tnansdered
o América Movil pursuant to the spin-off for a period vt thive vears from the spim-ott date (September 2320005 Such
liability, Howet' 1, does not extend 1o any obligation with a credinon that has given is express consent relieving “Telétonos
de México, S.A. e C.V. of such liability and approving the spinsoff. B addicion, Teléfonos de Meawo, S.AL de C ¥ s the

tollowing specific obligations:

Teléfonos de Mé :ico, S.A. de C. V. has guaranteed the indebredness of ATL Alger Telecom Leste, S.A. under cerrain credit
facilities, for up 1 > USS$ 104.3 million. América Movil has agreed to indemnify Telé¢fonos de México, S.A. de C.V. against
any liability deri: ed from these guaranrecs.

Teléfonos de Mxico, S.A. de C.V. has guaranteed cerrain obligations of Iberbanda, S.A., (formerly FirstMark
Comunicaciones Espafia, §.A.). The guarantee is limited to 13.7 million curos. América Mévil has agreed to indemnity
Teléfonos de Mé:ico, S.A. de C.V. for any liabiliry derived from these guarantees.

Under Mexican law, Carso Global Telecom, S.A. de C.V. remains jointly and severally liable for any bbligations tra wferred
to América M6vii pursuant to the spin-off for a period of three years from the spin-off date. Such liability, howe: er, does
not extend to any obligation with a creditor that has given its express consent relieving, Carso Global‘Telecom, S.A. de
C.V. of such liatility and approving the spin-off. Telecom may not be released from these commltmcnts Wld out the
consent of the respective beneficiaries. ’ ’
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14. Related Parties

In the years ended December 31, 2002 and 2001, the Company had the following significant transactions with related

partes:
2002 2001

Purchase of materials, inventories and fixed assets (1) Ps. 4935778  Ds. 6,971,579
Payment of insurance premiums and fees for E

administrative and operating scrvices and others (2) o 2,153,744 1,871,288
Payment of CPP interconnection fecs (3) ) 8,029,378 7,754,046
Donations to a non-profit social welfare organization - 528514
Sale of materials, inventories and fixed asscts (4) 535,259 475691
Sale of long distance and other telecommunications

services (5) 3,462.73) 3.444.070

1y Includes I’s.3,834,539 in 2002 (Ps.5,748,903 in 2001) for fiber opric and sarcllite nenwork services wirh a subsidiary of

the Condumex group.
2) In 2002, includes Po.564.534 (or insurance premmums pad to Segnros Tnburas S AP 498,205 1 2001 as well as
P, 87,592 (1595985 in 20013 for tees pandtor adnumistratve and operanng services o technolk ey partners and Ps 126,786

(Ps.174,290 111 2001} tor intermediation serviees pand 1o hnversora Bussaul, 5.4

3) Interconnection expenses under the “Calling Party Pays™ program (CPP); incoming calls from a fixed line telephone to a

wircless telephone paid to a subsidiary of América Movil.

4) Includes Ps. 134,076 in 2002 (Ps.173.430 in 2001) from the sale of construction materials to a subsidiary of the

Condumex group.
5) Revenues invoiced to a subsidiary of América Movil.

At December 31, 2002, Telmex had accounts due to a subsidiary of the Condumex group and a subsidiary of América
Mévil of Ps.185 million and Ps.851 million, respectively (Ps.1,187 1illion and Ps.614 million in 2001).

At December 31, 2001, Global had an account due to Grupb Carsc of US$11.6 million.

. C -
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approved the merger of Banesci 2000, S.A. de C.V. and Inveresci 2000, S.A. de C.V. (the disappearing companies) into

Carso Global Telecom, S.A. de C.V. (the surviving company). As a result of the merger, 967 series “A-1” shares were

issued, representing fixed minimum capital.

At December 31, 2002 and 2001, capital stock is represented by 3,707 million and 3,757 million common, registered
series “A-17 shares with no par value, representing the fixed minimum capital. In addition, in conformity with Telecom’s
bylaws, the Company may issue series “A-2" shares, corresponding to variable capital. At December 31, 2002 and 2001,

there are no series “A-2” shares issued and outstanding.

The variable portion of capital mav not exceed ten times the fixed minimum capital and the related shares may only be

held by Mexican nationals or corporate entitics with a chwse excluding foreigmers.
\ 5

In 1996, Telccom initared a program to purchase its own shares. For this purpose, in accordance with the Securities Trading
Act, the Company appropriared rerained carings o set up a reserve to purchase its own shares. A charge is made to the

reserve for the excess cost of the shares purchased over the portion of capital stock represented by the shares acquired.

I April 2000 the stockholders decided 1o macase the reserse o puschase the Company’s own shares by 5.3,512,923
Ps.4.085.096 restared . The Company repurchased 503731660 and 44,962,076 of its own shares during 2002 and
2001, respectively, in the amount af IN367.005 and P985 248, respectively. Ar the date of the audit report on these

tinancial statements, there are 228,380,243 treasury shares tor re-placement.

In conformiry with the Mexican Corporations Act, at least 5% of net income of the year must be appropriated to increase
the legal reserve, This practice must be continued each year untl the legal reserve reaches at least 20% of capital stock

issued and outstanding,

Earnings per share are obrained by dividing net income tor the vear by the average weighted number of shares issued and
outstanding during the period. To determine the average weighted number of shares issucd and outstanding in 2002 and
2001, the treasury shares acquired by the Company have been excluded from the computation. Earnings per share were
P5.0.78 and Ps.1.5690 tor the vears ended December 31, 2002 and 2001, respectively. The average weighted number of
shares considered in the computation for 2002 ai.d 2001 was 3,738.8 million and 3,765.8 million, respectively.

Other accumulated comprehensive income item: for the year ended December 31, 2002 include the effect of labor
obligations and the deficit from restatement of st «ckholders’ cquity, net of deferred taxes in the amount of Ps.3,406,236
and Ps.8,393,261, respectively (Ps.1,624,097 anc Ps.9,909,087 in 2001).
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16. Income Tax

a) Income tax shown in the statements of income represents the tax determined individually for the Company and for each

b)

of its subsidiaries. Telecom and its subsidiary Multimedia were authorized to determine their tax result on a consolidated
basis effective January 1, 1999. Telmex is not included in the tax consolidation. Empresas y Controles was included in the
tax consolidation of Telecom starting in fiscal year 2002.

In addition, Telmex was authorized to consolidate with its subsidiaries for tax purposes effective January 1, 1995.

The corporate income rax rate for 2002 and 2001 was 35%. However, corporate taxpayers had the option of deferring a
portion, so that the tax pavable for those years represented 30% of taxable income. The cainings on which taxes were
deferred must be controlled in a so-called “net reinvested tax profit”™ account (“CUFINRE™), to clearly identify the
carnings on which the taxpaver has opred to defer pavment of corporate income tax.  Effective January 1, 2002, the

arove-mennoned option of deferring a portion of income rax was climinated.

Since the Company opred for this tax deferral, carnings will be considered to be distribured first from the “CUFINRE”

account, and any excess will be distribured from the “net tax profit™ account (*CUFIN) so as to pay the 5% deferred tax.

Anv distriburion of carings in excess of the above-mentoned account balances will be subject to payment of corporate

income tan o the ciacted race an thae time

The 18" asset tay s computed on the average value of most assets net of certain labilities. Asset tax for the vears ended
Decamber 31,2002 and 2007 was 11.2.724 929 and 1.2 870495 respecrively; Telmex's asset tax for 2002 and 2001 of
P.2,691.676 and Ps.2,761 145, respectvely, was remitted after erediting income tax paid in each vear. Whenever current
vear income tax is more than asser tax for the same vear, Carso Global Telecom., S.A. de C.V. may request a refund or . .
offset asset rax paid in any of the immediately succeeding ten vears. An analysis of recoverable asset tax at December 21,
2002 1s as follows:

Amount restated at

Year of tax payment December 31, 2002 Year of expiration

e

4
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2001 Ps. 109,626 2011
2002 33,253 2012
Ps. 142,879

<) The foreign subsidiary determines its income tax based on its individual results, in conformity with the specific tax

regimes of the United States of America. The income tax provisions of this subsidiary is not material in relation to the

consolidated financial statements.

An analysis of income tax provisions is as follows:



TILE NO. Ba=vod 7

»
-
2002 2001
Current year income tax Ps. - 10,638,588 Ps. 11,180,061
Deferred income rtax, net of related monetary
position gain of Ps.1,180,651 (Ps.1,524,375 in 2001) (699,979) 1,468,770
Total Ds. 9,938,609 Ds. 12,648,831
A reconciliation of the statutory income tax rate to the effective rate is as follows:
Year ended December 31,
2002 2001
% %
Staturory income tax rate 35.00 35.00
Deprecranion (2.9) (0.5)
Financing costs 0.8 (2.2
Other 0.9 {0.4)
Ettective ray rate 33.8 31.9
On January 1. 20020 an annuat one-percentage point decrease in the income tax rate was approved, starting in 2003, so .
P 2003 he e wall e 320 The effeat of the tas rawe change on the computacion of deferred taxes was a credit to b
wweome for the vear ended December 312002 of approsimarely P5.1,592 milion (5.4% of pre-tax income). The effects
of the change are mcluded i the respective caprions.
£ The eemporary ditlerences on which the Company recognized deferred taxes in the vears ended December 31, 2002 and

2001, were as toliows:
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No2002 2001
Deferred tax assets: a T 1 \ W
Allowance for doubtful accounts and slow- - o o ! ' ' f 3 ' 3 .
moving inventories . g Ps. 7.78,7'1‘9; ‘l Ds. 708,034
Tax loss carryforwards - W 906,455 1,314,316
Unaccrued services billed ‘1 316,884 ‘ 131,880
Liability reserves | o 97,544 261,837
Pensions and seniority premiums L 204,724
Unrealized loss on valuation and others . » 951,296 121,283
Recoverable asset tax C _1‘42,379 . 109,626
3,398,501 - 2,646,976
Deferred rax liabilities: , , o
Fixed assets A (13,669,431) (11,840,425)
Inventories " (423,549) (301,406)
Licenses o
(146,329) (163,889)
Pensions and seniority premiums . T (854,713)
) o (14,239,309) | (13,160,433

" Ner deferred rax (liability) Ds. -(10,840,808) s (10513457

-

g) At December 31, 2002, the balance of the restated contributed capital account (CUCA), the net tax profit account
(CUFIN) and the net reinvested tax profit account (CUFINRE) was Ps.5,668,901, Ps.20,445,053 and Ps.31,784,
respectivelv. These amounts are for Carso Global Telecom, S.A. de C.V. computed on a stand-alone basis.

h) Emplovee profit sharing
Employee profit sharing is determined basicaliy on taxable income, excluding the effects of inflat’on.
1) In conformity with the current Mexican Income Tax Law, the Company may carry forward ta” losses of a given year

against taxable carnings generated in any of the succeeding ten years. Such losses may be reszated for inflation. An
analysts of the available tax loss carryforward at December 31, 2002 is as follows:

4¢ [ Corse Globg' Tezcor
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. A : .
~ Year of tax loss P j Restated amount S Year of éxpiration
1999 - , L C B 102,082 2009
2001 S 1761039 2011
2002 o : ' 490,960 2012

Ps. 2,354,081

5) At December 31, 2002, there are other tax losses to be carried forward in the amount of Ds.448.536.

The above-mentioned available tax loss carryforward corresponds to Carso Global Telecom, S.A. de C.V. In additon,
Telecom’s viexican subsidiaries Multimedia and Empresas y Controles have accumulated tax losses of Ps. 130 and Ps. 417,
respectively, whose carryforward periods expire between 2006 and 2012.

17. Stock Option Plan

In Seprember 2001, Telmex established a stock option plan for its officers. The p'an is for a duration of four vears, and as
many as 50 million series “I” shares may be made available. Each year, plan parti-ipants may elect either to acquire all the
shares made available to them or to defer their purchase until the fourth year. In 2302, options wete extended to a toral of
11.654.979 shares (11,546,917 shares in 2001) and options to 905,457 shares were exercised (106,248 shares in 20011, The

difference berween market price and the price assigned to the respective options w: s not signiticant.

18. Segments

After the spin-off described in Note 2, the Company, through Telmex, operates esse wially in two segments: local and long-
distance telephone services. Local telephone service corresponds to fixed local w-red service. The long-distance service
includes both domestic and international services, exclusive of the long-distance calls « riginated in public and rural relephones
and dara transnussion services, which are included in the Others, adjustments and eliminations column. Additional informarion
related to the Company’s operations is provided in Note 1. The following summ: v shows the most important segment

information, which has been prepared on a consistent basis:

Janual Rapart 2000 20




(Amounts in millions of constant pesos

f

|

FILB No. 824379

at December 31, 2002)
Local Long  Others, adjustments Total
service distance  and eliminations consolidated
At December 31, 2002
Revenues:
External revenues 71,810 § 24455 § 16,616 112,881
Intersegment revenues 9,974 (9,974)
Depreciation and amortization 13,269 2,475 5,343 21,087
Operating income 25,435 7,654 5,108 38,197
Segment assets 192,181 44,198 37,659 274,038
At December 31, 2001
Revenues:
External revenues 74,095 26,832 16.365 117,292
Intersegment revenues 10,437 (10,437,
Depreciation and amortization 12,525 2214 5,316 20,055
Operating income 29511 9,543 4223 43277
182.337 35.395 31.300 2409 04]

Segment assets

Additionally, the column Others, adjuitments and chiminations includes the vellow and white pages directories and other

services. Intersegmental transactions are reported ar fair value. The comprehensive financing cost and provisions o1 income

tax and employee profit sharing are net assigned to the segments; they are handled at the corporate level,

Segment assets include plant, propert: and equipment, construction in progress, advances to supplicrs and inventories for

telephone plant operations, without ir <luding accumulated depreciation.
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»— Gaby Sarralde

De: Armando Ibafiez [aibanez@cgtelecom.com.mx]
Snviado: Monday, June 30, 2003 6:03 PM
fara; Gabriela Sarralde
- Asunto: RV: Comentarios informe anual CGT 2002 [Virus checkedUS]

Reporte Anual 2002
FGRvil _Li..

~~~~~ Original Message —-----

From: Alejandro de la Borbolla <aborbollalfgr.com.mx>

To: Armando Ibanez (E-mail) <aibanez@cgtelecorn.com.mx>

Sent: Monday, June 30, 2003 5:46 PM . ,
Subject: RV: Comentarios informe anual CGT 20(2 [Virus checkedUS]

————— Mensaje original-----

De: Alejandro de la Borbolla .
Enviado el: Lunes, 30 de Junio de 2003 05:32 | .m.
Para: Alejandrc de la Borbolla; 'Andres Martiirez'; 'Armandoc Ibafdez
(E-mail)’'; 'Jorge Serrano (E-mail}' - - - S

CC: 'Serglio Montes'; 'Julio Lopez'; 'Fernando Espinosa'; Rafael Robles
ST ’

Asunto: RE: Comentarios informe anual CGT 200:" [Virus checkedUS])

————— Mensaje original-----

RE: Comentarios informe anual CGT 200z [Virus checkedUS]

jot
s

Zcompario el reporte anual final de CGT.
Saludos,

————— Mensaje original-----

De: Andres Martinez [mailto:Andres.Martinez@mx.ey.com]

Enviado el: Lunes, 30 de Junio de 2003 02:56 p.m.

Para: Alejandro de la Borbolla <aborbolla

CC: Sergio Montes; Julioc Lopez; Fernando Espinosa

Asunto: RE: Comentarios informe anual CGT 2002 [Virus checkedUS]

Importancia: Alta

Alejandro:

De: Alejandro de la Borbolla

Znviadeo €l: Lunes, 30 de Junio de 2003 05:06 p.m.

Zara: 'Andres Martinez'; Armando Ibafiez (E-mail); Jorge Serranc (E-mail)
CC: Sergio Montes; Julio Lopez; Fernando Espinosa; Alejandro de la
Borbolla; Rafael Robles Miaja

S5uUncs:

Te agradeceria que una vez que envies el archivo con las correcciones de
©GT, les hagas llegar una copia a Sergio Montes y Julio Lépez, a quienes

;ambién he copiado en este mail.

Muchas gracias por tu ayuca.



Y
*~" Sarudos

Andrés Martinez

\ABS Senlior Manager

Ph: +5255 5283 1378

Fax: +5255 5283 14896

e-mail: ancres.martinez@mx.ey.com
Assistant: :Ericka Maldonado

Ph. +52!5 5283 1300 ext. 1639

The informa.ion contained in this communication is intended soclely for the
use of the 'ndividual or entity to whom it is addressed and others
authorized :o receive it. It may contain confidential or legally
privileged .nformation. If you are not the intended recipient you are
hereby notiified that any disclosure, copying, distribution or taking any
action in reliance on the contents of this information 1s strictly
prohibited and may e unlawful. If you have received this communicatior in
error, please notify us immediately by responding to this email and then
delete it from your system. Ernst & Young is neither liable for the prcper
and complete transmission of the information contained in this
communication nor tor any delay in its receipt.
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